REPORT OF THE AUDITOR-GENERAL TO THE FREE STATF I Pri^i atiidc 


REPORT ON THE FINANCIAL STATEMENTS 
Introductlon 

I accompanying financial statements of the Wlatjhabenq 

30 June 2Q08''tLmp"t statement of financial posifion as a^ 

30 June 2008, statement of finanoial perfomiance, statement of changes in net 

asset^s and cash flow statement for the year then ended, and a summarv of 
"''3 explanatory notes, as set out on pages^[xx] 

Responsibility of the accounting officer for the financial statements 

2, The acoountirig officer is responsible for the preparation and fair presentation of 
fhese financi^ statemenfs in acoordance with the basis of accounting^determined bv 
the Nafional Treasuiy, as set out in accounting polioy note 1.1 ^“^ 000 ^ 
required by the Local Government: Municipal Rnance Management Act 2003 fAof 

rn°'pM°Tv °f Acf 2007^0 No 1 of loo^ 

(DoRA). This responsibility includes: * 

‘ nfe°,E?i']?nn maintaining intemal oontrol relevant to the 
f f falr presentation of financial statements that are free from 
matenal misstatement, whether due to fraud or eiror 

• selecting and applying appropriate accounting policies 

• making accounting estimates that are reasonable in the circumstances. 

Responsibility of the Auditor-General 

™ Constitution of the Republic of South Africa 1996 

read with sec lon 4 of the Public Audit Act, 2004 (Act No. 25 of 2004) fPAA) and 
section 126(3) of the MFMA, my responsibility is to express an opNon o^hfse 
financ'al statemen s based on my audit in accordance with the International 
Standards on Auditing and Generaf Notice 616 of 2008 issued in rnvpmmf^nt 

forfflf' Becauseofthema^srcussedfn t^^^^^^^^ 

for disclaimer of opinion paragraphs. however, I was not able to obtaln sufficient 
appropnate audit evidence to provide a basis foran audit opinion. 

Scf Sfatement of Generally Reccgnised Accounting 

Prac^ce, GRAP 1 Presentation of Financial Statements requires that financial 
reporting by entities shali pravide information on whether resources were obtained 
and used in accordance wfth the legally adopted budqet As the budnpt rpnnrtin 
standard is not effective for this financial yean I have detefminedS^ 

Matjhabeng Local Municipality in this respeL wilfb j 
limited to reporting on non-compliance with this disclosure requirement 


3. 


4. 
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Basis of accountlng 

5. The municipaiity’s poiicy is to prepare financial statements on the basis of 
accQunting determined by the Nationai Treasury, as set out in accounting poiicy 
note 1.1. 

Basis for disclaimer of oplnion 

Property, plant and equipment 

6. Due to several limitations on the scope of the audit of the financial year ended 
30 June 2007, I was unable to express an opinion on the completeness, existence 
and valuation of property, plant and equipment for the year then ended. The extent 
of the weaknesses identified in the system of control over items of properiy, plant 
and equipment during the current audit also did not allow for me to obtain sufficient 
and appropriate audit evidence by performlng the audit procedures 1 consldered 
necessary, or by altemative means, regarding the completeness and existence of 
property, plant and equipment of R561 158 061 (30June2007: R394 610 834), as 
well as the valuation and dlsclosure of these items in temns of the requirements of 
the Statement of Generally Accepted Munidpal Accountlng Practice, GAMAP 17 
Property. Plant and Equipment 

Consumer and other debtors 

7. Contrary to the requirements of the Statement of Generally Recognised Accounting 
Practice, GRAP 1 Presentation of Financial Statemenis, the munidpallty accounted 
for internaily charged consumer debtors of R1 438 608 (30 June 2007: R2 799 565), 
as included In note 10. These debtors are registered in the name of the munidpallty 
and will not result in an Inflow of benefits or service potential, consequentiy 
consumer debtors and service charges income are overstated by this amount. 

8. I could not be supplled with sufficient and appropriate audit evidence that the 
munidpality had impaired its consumer and other debtors in terms of the 
requirements of the South African Statement of Generally Accepted Accounting 
Practice, lAS 39 (AC 133) Financial Instruments: Recognition and Measurement 
The munldpality only made a general provision based on the ageing of the 
outstanding debt. Consequently, I was unable to deteimine the impact of non- 
compliance with this accounting standard on the financial statements. 

9. Consumer debtors at year-end and service charges income for the year are 
understated by the service charges relaiing to the period between the last meter 
reading date and the financial year-end. Contrary to the Statement of Generally 
Accepted Municipal Accounting Practice, GAMAP 9 Revenue, the revenue arising 
from services rendered in the last month of the financial year was not based on 
percentage of completion as at reporiing date. The consumer debtors and service 
charges income were understated by R2.8 milllon. 

10. 1 was unable to obtain sufficient audit assurance as to the existence of consumer 
debtors of R18 447 945 due to inadequate information supplied by the municlpality. 
Furthermore, my consumer debtor confirmation procedures revealed consumer 
debtors of R15 233 091 , which disputed the outstanding balances on their accounts, 
indicating a overstatement of consumer debtors at year-end due to the incorrect 
valuation of these debtors. 
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11.The following differences between the individual line items disciosed in note 10 to 
the financial statements pertaining to the outstanding debt per sen/ice type, and the 
balances as per the general ledger accounts could not be adequately subs'tantiated 
by the municipality. Consequently. I was unable to obtain adequate audit assurance 
as to the valuation of the outstanding debt per service type dlsclosed in this note to 
the financial statements: 


Debt per service tvpe 

Note 10 

R 

General tedger 

R 

Difference 

R 

Rates 

180 656 364 

251 541 320 

(70 884 9561 

Refuse and seweraqe 

260186 275 

296 572 644 

{35 386 3691 

Electricitv and water 

310 055 953 

345 392 716 

{35 336 7631 

Housinq rentals 

479 278 

472 551 

6 727 

Other debtors 

365 549 019 

222 947 656 

142 601 3B3 


12. Contrary to the requirements of the South African Statement of Generally Accepted 
Accounting Practice, lAS 39 {AC 133) Financial instruments: Recognition and 
Measurement the munidpality did not subsequently measure consumer debtors at 
amortised cost using the effective interest method. 

13. With reference to note 11 an overstatement of R22 475 573 pertaining to the 
corresponding balance of sundry debtors was not corrected, resulting in an 
overetatement of the disclosed corresponding balance. 

14. Sufficient and appropriate audit evidence relating to a joumal of R5 430 932 that 
was processed with regard to provision for doubtfu! debt could not be obtained. The 
municipallty s system of control over joumals did nol allow me to perform alternative 
procedures. Consequentiy, I was unable to obtain adequate audit assurance as to 
the valuation of the amount of the provislon for doubtful debt of R1 082 105 757 as 
dlsdosed in note 10. 

Trade and other payables 

15. Trade and other payables (note 4), were not subsequently measured at amortised 
cost using the effective interest method as required by the South African Statement 
of Generaiiy Accepted Accounting Practice, lAS 39 (AC 133) Financial instruments' 
Recognition and Measurement. Based on my calculations. trade and other 
payables were overstated and operating eKpenditure understated in excess of 
R3,7 million. 

16. Included in trade and other payables are consumer debtors who have made 
advance payments of R9 858 173. I was unable to gain adequate audit assurance 
by means of audit procedures I considered necessary or by altemative means as to 
the existence and valuation of this balance al year-end due to inadequate 
descriptions as well as a lack of movement on these consumer accounts. 

17. Contrary to the Statement of Generally Recognised Accounting Practice, GRAP 1 
Presentation of Financial Statements which defines a liability as a present'obligation 
of the entity arislng from past events, the settlement of which is expected to resuit in 
an outflow from the entity of resources embodying economic benefits or service 
potential. retention money of R3 012 977 (30June2007: R7 437 870) was not 
recognised as trade and other payables due to the incorrect recording of these 
transactions on the financial system. This resulted in an understatement by this 
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amount in the dlsclosed property, plant and equipment balance (work-in-Droqress) 
as weil as trade and other payables. 

18. Trade and other payablBs and expenditure are overstaied with R42 690 165 due to 
the incorrect classification of balances in the financial statements. 

19. During the previous financiaf year the municipali^ was unable to provide supporting 
documentation for trade payables of R8 196 608. No documentation was 
subsequently submitted. Therefore this matter remained unresolved for the year 
under review and I was unable to verify the existence and valuation of the 
corresponding figure of R21 1 148 367 as disclosed in note 4. 

20. A difference of R5 072 063 between the cofresponding baiance of staff leave pav 

provisions to the amount of R30 441 546, as dlsclosed in note 4, and the balance 
according to the financial system could not be explained. In the absence of sufficient 
and appropriate audit evidence, I was unable to confinn the existence of this 
corresponding balance by performing audit procedures I conslder necessarv or bv 
altemative means. ' 

21. A difference of R32 032 791 was identified between the VAT balance of 
R32 222 1 16 disclosed in note 4, and the balance in teims of the VAT201 retum for 
June 2008, indicating a overstatement of trade and other payables at year-end. 

22. Reported in the prior two audit reports was an amount of R19 132 458 relating to 

unallocated deposits that had been written off in the 2004-05 financial year against 
the prior year adjustments, As the munidpallty Is registered on the cash basis for 
VAT purposes, output VAT should have been declared on all vatable amounts 
received by the munjclpality. No evidence could, however, be obtained that output 
VAT vyas declared to the South African Revenue Service (SARS) nor that these 
deposits of R19 132 458 were in fact non-vatable amounts received. Should all 
receipts included in the unidentified deposits be subject to VAT, VAT of R2 349 599 
should have been paid over to SARS. Consequentiy. VAT payable for both the 
current and correspondlng baiance Is understated and accumulated surolus 
overstated by R2 349 599. ^ 

Accumuiated surplus 

23. Differences of R2 505 239 and R11 904 395 between the baiance disclosed for 
accumulated surplus and the corresponding ledger account for the current year and 
the prior year financial statements. respectively, could not be explalned. In the 
absence of suffident and appropriate audit evidence I was unable to perform any 
altemative audit procedures and could not obtain adequate audit assurance as to 
the existence and valuation of the corresponding balance of R99 115 697. 

24. The municipality was unable to suppiy sufficient and appropriate audit evidence 
reiating to prior year adjustments of R35 578555 pertaining to the financial year 
ended 30 June 2006 and adjustments of R11 904 594 pertaining to the year ended 
30 June 2007, as disclosed in note 21 to thefinancial statements. In the absence of 
a proper system of control over adjustments made to the accumulated surplus I 
was unable to perform the necessary tests or any altemative audit procedures to 
gain adequate audit assurance as to the existence and valuation of the accumulated 
surplus balance of the current and prior years. 
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25. The corresponding balance of accumufated surplus of R99 1 15 697 disclosed in the 
statement of financial position differs by R7 810 043 from the opening balance of 
R91 305 654, disdosed in the statement of net changes for the 2008 financial year, 
indlcating an understatement of the balance disclosed in the statement of financiai 
position. 

26. Documentation to support transactions of R12 708 595 which were allocated to the 
accumulated surplus account could not be provided. In the absence of this 
documentation, there were no altemative means by which I could obtain sufficient 
and appropriate audit evidence to satisfy myself as to the accuracy and 
classification of these transactions. 

Hxpenditure 

27. Documentation to support expenditure transadions to the sum of R11 904776 
could not be submitted. The system of control over the recording and classification 
of expense transactions was not adequate and as a result there were no satisfactory 
aiternative audit procedures that I coufd perform to obtain reasonable assurance 
that ail these expense transactions had occurred and were correctly and accurately 
recorded and classified in the financial records of the municipality. 

28. Contrary to the Statement of Generally Recognised Accounting Practice: GRAP1 
Presentafion of Financia! Statements, which defines expenses as a decrease in 
economic benefits or service potential during the reporting period in the form of 
outflows or consumption of assets, or increases in liabilities that result In a decrease 
in net assets, the municipalrty recognised intemal charges of R15 845 285 
(30June2Q07: R11 553 355). These charges do not represent an outflow or 
consumption of assets or increase tn liability, therefore resulting In an overstatement 
of operatlng expenditure and service charges income. 

29. The system of intemal control over the recording and dassification of expenditure 
items was found to be fnadequate. Expenditure items of R26 619147 were 
classified to the incorrect expenditure votes on the financial systems, overall 
resulting in an overstatement of general expenditure of R4 224 032, accumulated 
surplus of R1 276 277 and understatement of interest paid of R4 946 498, and trade 
and other payables of R1 313 247. Furthermore, VAT of R1 323 799 was not 
clalmed on quallfying expense items, resulting in an overstatement to this amount of 
expenditure and the VAT liability at year-end. 

30. Contrary to the requirements of the Statement of Generaliy Recognised Accounting 

Practice, GRAP 1 Presentation of Financial Statements. the accrual basis of 
accounting was not consistently applied by the municipaiity. Expenditure of 
R2 361 549 was not recognised for the year under review and expenditure of 
R17 369 482 relating to the prior finandal year was incorrectly recognised in the 
financial year under review, Consequently, expenditure was overstated by 
R15 007 932, opening balance of trade and other payables understated by 
R17 369 482 and the closing balance of trade and other payables understated bv 
R2 361 549. ^ 
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Revenue 


31. The incorrect classification of transactions relating to the income from sale of land 
and houses resulted in an overstatement of income from rental of faciiities and 
equipment and an understatement of income from the sale of property, plant and 
equipment by R3 780 331. 

32. The Statement of Generally Accepted Munidpai Accounting Practice, GAMAP 9 
Revenue states that when the outcome of transactions involving the rendering of 
services cannot be estimated reliably, revenue shal! fae recognised only to the 
extent of the expenses recognised that are recoverable. I assessed the process 
used by management to make estimates in instances where water meters were 
broken, as being inadequate and inaccurate. Consequently, service income as weli 
consumer debtors is materially misstated for the year under review due to the fact 
that the income recognised was not to the extent of recognised expenses. The 
munidpality's system of control over these eslimates did not allow me to determine 
the extent of the misstatements for the year under revlew. 

33. Contrary to the requirements of the Statement of Generally Accepted Municipal 
Accounting Practice, GAMAP 9 Revenue, revenue from spot fines and summonses 
was not recognised based on past eKperience regarding amounts collected In 
respect of spot fines and summonses. Proof could not be obtained that the 
municipality had complied with this requirement, resulting In an understatement of 
revenue and receivables for the year under review. Due to lack of a proper system 
of control over such estimations, there were no satisfactory audit procedures that I 
could perform to determine the extent of the mlsstatement in the financial 
statements. 

34. External confirmations of grants received revealed differences of R3,5 million 
(30June2007: R29 million) between these confirmatbns and the amounts 
recognised in the accounting records of the municipality, indicating a possible 
understatement of grants received as disclosed in the statement of tinancial 
performance. In the absence of adequate e^planations and supporting 
documentation, I was unable to confirm the extent of the possible misstatement in 
the financial statements. 

35. An inconrect aiiocation of a journal on the accounting system of the municlpality 
resuited in an understatement of agency fees and an overstatement of other income 
R5 542 561 as disclosed in the statementoffinancial performance. 

36. South African Statement of Generaily Accepted Accountlng Practice, lAS 20 (AC 
134) Accounting for Govemment Grants and Disclosure of Govemment Assistance 
states that government grants are only recognised once reasonable assurance has 
been obtained that the entity will comply with the conditions attached to the grant In 
the absence of sufficient and appropriate audit evidence, 1 was unable to confirm 
that the municipality had complied with the conditions attached to a specific 
government grant Consequently, 1 was unable to verify the occurrence and 
accuracy of grant income of R2 085 001. 

37. Contrary to accounting policy 1.13.2, the munidpaiity did not recognise collection 
charges as soon as these charges were legally enforceable. CDllection charges of 
R2 561 571 were expensed and not recovered from the relevant consumer 
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accounts, resultlng in an overstatement of operatlng expendlture and 
understatement of consumer debtors. 

Interest-bearlng borrowings 

38. Loan agreements for Interest-bearing bonrowings of R32 284 601 could not be 
provided. In the absence of these agreements I was unable to perform the audit 
procedures I consldered necessary or any altemative procedures to verlfy the 
municipality’s obligation towards the relevant financial institutions. 

39. The Statement of Generally Recognised Accounting Practice, GRAP 1 Presentation 
ofFinancial Statements states that liabilities which are expected to be settled within 
the municipality’s normal operating cycle should be classifled as a current liability. 
Contrary to this requirement the munidpality classified the cun-ent poriion of 
interest-bearlng borrowlngs as non-current instead of current, resulting in non- 
current liabilities being overstated and current liabllltles being understated by 
R3 529 142 (30 June 2007: R39 357 503). 

40. Contrary to the requirements of the South African Statement of Generally Accepted 
Accounting Practice, lAS 20 (AC 134) Accounting for Govemment Grants and 
Disclosure of Govemment Assistance, loan redemption payments of R2 881 813 
made by the district municipality on behalf of the municipality were not accounted for 
in the financial records of the municipallty. Consequently, govemment grants and 
subsidles income, as disclosed in note 16, and accumulated surplus were 
understated and interest-bearing borrowings overstated by R2 881 813. 

Inventory 

41. The municipality did not have a system of contro! over the recording of inventory 
items for the year under review. Consequently, I was unable to perform the audit 
procedures I consldered necessary to confinn the completeness of inventory of 
R378114 (30June2007: R842 950) as disclosed in note 9 to the financial 
statements. 

42. Contrary to the requirements of the Statement of Generally Accepted Municipal 
Accounting Practice, GAMAP 12 Inventories the munidpality did not account for 
water Inventories and vacant residential sites at year-end. Consequently, inventories 
were understated by R8 618 421 and bulk purchases, operating Bxpenditure and the 
accumulated surplus were overstated by R8 618 421 forthe year under review. 

Provisions 

43. Included in note 5 to the financiai statements is a provision of R5 564 ODO made for 
the rehabilitation of landfill sites. 1 did not receive suffident and appropriate audit 
evidence regarding the calculation of this provision and the assumptions made by 
management in provision to this amount Consequently, I was unabls to perform the 
audit procedures I considered necessary or gain adequate audit assurance by 
altemative means regarding the existence and valuation of this provislon at year- 
end. 

44. The Statement of Generally Accepted Munidpal Accounting Practice, GAI\MP 19 
Provisions, Contingent Liabilities and Contingent Assets states the recognition and 
disclosure requirements pertaining to provisions. Contrary to these requirements, 
the munidpality did not recognise provisions of R4 925 955 pertaining to bonuses! 
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Consequently pravisions and operating eypenditure were understated for the vear 
under review by R4 925 955. ^ 

Bank balances and cash 

cessions of RS 900 000 pertaming to the ABSA term deposit and the ABSA call 
account as required by the South Afiican Statement of Generally Accepted 
Accounting Practice, lAS 32 (AC125) Financial Instruments: Presentation. 

46. A difference of R2 753 908 between the cash book balance at the beginning of the 
financial yearand the bank reconciliation submitted for fhe market Lnk Lcount 
could not be explained. Furthermore, a difference of R5 048 802 between the cash 
book balance at the end of the financial year and thebank reconciliation for the 

explained, indicating a understatement of operating 
expenditure and overstatement of bank baiances and cash .at year-end. 

Commitments 

°/ Generally Recognised Accounting Practice. GRAP 1 Pmsentation 
ofFinanciaiStatements states that.unrecognised contractual commitments should 
be disclosed as part of the notes to the financial statements. Contrary to this 
thr commitments of R72441 383 were not disciosed as part^of 

statements. resulting in an understatement of 

48. A comparison between the balance disclosed in note 30, commitments and the 
relevant supporting documentation submitted indicated that lease commitments 
were overstated by R2 614 647 (30 June 2007: R1 688 310). commitments 

Employee faenefits 

Statement of Generally Accepted Accounting Practice. lAS 19 
(AC116) Employee Benefits, read wifh the exemptions granted by Nlational Treasurv 
I? '^a^ieffe 1/0/. 504, outlines the disclosure requirements pertaining to 

° benefit plan. Contrary to Ihese requirements, fhe municipality did 

not make any narrative disclosure regarding the liabilily at year-end in terms of their 
pcst^mpl°yment benem pian. In the absence of an acLrial valuaHan.Trs Tnabte 
to gain adequate audit assurance as to the valuation of the liabilify at reporting date. 

Related parties 

^°'fAC Generaliy Accepted Accounting Practice. lAS 24 

Parfy D/sc/osures outlines the disclosure requirements pertaininq 
inf Transactions. Contrary to these requirements, the municipality did 

raLunetooy- transactions of R2 54^23 

(du June 2007. R1 235 224) for the year, resulting in an understatement in thls 
disclosure note to the financial statements. ^wtement in tnis 
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Cash flow statement 

51 A difference of R2 513 709 (30June2007: R133 926 308) has been identified 
between the disclosed balance pertaining to the purchase of property, plant and 
equipment of R172 764 170 (30 June 2007: R140 469 123) as disclosed in the cash 
flow -statement, and the amount of R170 250 461 (30June2007: R6 542 815) 
disclosed in note 7 to the financial statemenls. 

Non-current loans and receivables 

52. The Statement of Generally Recognised Accounting Practice, GRAP 1 Presenfation 
of Financial Statements states that an entity should present current and non-current 
assets as separate line items in the statement of financial position. Contrary to this 
requirement. the municipality did not disclose the portion of consumer debtors with 
airangements that was not payable within the next financial year as a non-cuirent 
asset. The Infoimation obtained from the financial system of the municipality was 
not sufficient to enable me to quantify the extent of the misstatement. Consequentiy 
current assets are overstated and non-current assets understated. 

Leases 

53. The municipality did not comply with the disclosure requirements pertaining to 
operating leases as determined by the South African Statement of Generally 
Accepted Accounting Standards, lAS 17 (AC 105) Leases. The amount paid in 
respect of operating ieases was R4 846 597 (30 June 2007; R6 593 978) for the 
year under review. 

Government Grant Reserve 

54. Contrary to accounting poiicy 1 .5.2, the municipality did not make a transferfrom the 
accumulated surplus to the government grant reserve equal to the govemment grant 
recorded in the statement of financial performance with regard to items of property, 
plant and equipment purchased from govemment grants. As disclosed in note 16, 
the total income recognised with regard to the munidpal infrastructure grant 
amounted to R127 947 608 for the year under review. Consequently, govemment 
grants reserve is understated and accumulated surplus overstated. 

Going concern 

55. The Matjhabeng Local Municipality Incurred a net loss of R23 936 676 for the year 
under review. The inability of the municipality to recover their outstanding debt 
negatively impacted on the municipality’s cash flow position for the year ended 
30 June 2008. This situation indicates the exlstence of a material uncertainty that 
may cast significant doubt on the municipaiity's ability to continue as a going 
concem. The municipality may therefore be unable to realise its assets and 
discharge its liabilities in the normal course of business, The financial statements do 
not disclose this facL 

Disclaimer of opinion 

56. Because of the significance of the matters described in the Basis for disdaimer of 
opinion paragraphs, I have not been able to obtain sufficient appropriate audit 
evidence to provide a basis for an audit opinion on the finandal statements of the 
Matjhabeng Local Munidpality. Accordingly. I do not express an opinion on the 
financial statements. 
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Emphasls of matters 
I draw attention to the following matters: 


Amendments to the applicable basis of accounting 

57.AS set out in accounting policy note 1, the National Treasury had approved a 
P accounting applicable to the municipality in terms of 
20QJ Of 2007, issued in Govemment Gazette No. 30013 of 29 June 

Infrastructure grants 

“ente, municipal infrastructum grants 
was withheld due to non-compliance by the municipality with the 
requirements associated with these grants. 

Unauthorised irregular or fruitless and wasteful expenditure as well as material 
losses through criminal conduct maieriai 

Restatement of corresponding flgures 

60. As disclcsed in ncte 21 to the finandai statements, the corresponding figures for 
dms tethBff " tBsult of various errors^discovered durg 

year Jnded 30 0^6 200^® Wlatjhabeng Local Municipality at, and for fhe 

OTHER MATTERS 

Ihe filncteTlM ‘° -"y ™^P°nsibili«es in the audit of 

Internal controls 

s'ates that the accounting officer must ensure that 
r™nT=l ' maintains effective, efficient and transparent systems of 

financia and risk management and infernal control. The table below depicts fhe root 

m in the system of internal control, which led 

fo the adverse opinion. The root causes are categorised according to the five 



i|i®Qyirpnmehti 


l®^U9fUrol|l 

Sactivltieš^ 

lcommunicatlbns 


rrapeny. piant and 
equipmenl 

X 

X 

Bl 

l|j||H|||H 


Consumerand olher 
debtors 


X 



X 

f rade and olher 
payabfes 

X 
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1 

gonyiroi^n^ 



^lnlarinatlariraridS 

icommuntcatioi^ 


1 

^assessment'tv 


Accumulated surplus 

X 



X 


E^penditure 


X 

X 


X 

Revenue 

X 

X 



X 

Interest-bearing 

bDrrowings 

X 





Inventory 


X 

X 


X 

Provislons 



X 



Bank balances and 
cash 

X 

X 

X 

X 

X 

Commilments 



X 



Employee benefils 



X 



Relaled pariles 

X 


X 

X 

X 

Cash fiow statement 

X 


X 


X 

Non-current loans 
and recelvables 

X 


X 



Leases 



X 



Irregular expenditure 

X 

X 

X 


X 


X 

X 

X 

X 

X 

.Control envlronment; estahlishes the foundatlon for the Inlemal control system by providlng fundamental 
discipllne and struclure farfinanclal reportlng. 

Bls.K.assessment: involves the Identlficatlon and analysis by management of relevant financial reportlng 
risks lo achieve predetermlned financlal reportlng objectives. 

Control act'vHies: policies. procedures and practices Ihal ensure Ihal management’s financial reporting 
obJectivBS are achfeved and financfal reporting risk miUgalion stralegles are carried ouL 

InfofTnation and communlcatlon: supports a!l other conlrol components by communicatlng conlrol 

responslbllltles for financfal reportlng lo emptoyees and by provldlng financfa! reporting Infonnation In a 
form and lime frame Ihat allow people lo carry out thelr financlal reportlng duUes. 

M.Qn!.tPrinq: covers e>ctemal oversighl of Intemal controls over finandal reportlng by management or other 
partles outside the procsss; or the applicalion of Independent methodologles, iike customised procadures 
or standard checkllsts, by employees withln a process. j 


Non-compliance with applicable leglslation 
Wlunicipal Finance Wlanagement Act, 2003 

62. Contrary to the requirements of section 64(3) of the MFMA, proof could not be 
obtained that the accounting officer had informed National Treasury of payments 
due by an organ of state to the municipality in respect of municipal tax or municipal 
services. The outstanding govemment debtors as at 30 June 2008 amounted to 
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R7 522 325 of which R5 981 01 1 had been outstanding for a period of 90 days and 
longer. 

63. Income from traffic fines was not paid into the munlcipaiity's primary bank account 
as required by section 8(2) of the MFMA. 

64. Proof cDuld not be obtained that the accounting officer had promptly notified 
National Treasury in the prescribed format regardlng the municipality’s bank 
overdrawn position as required by sectlon 70(2) of the MFMA. 

65. The executive mayor of the municipality did not table the annuai budget at a council 
meeting at least 90 days before the start of the budget year as required bv sectfon 
16(2) ofthe MFMA. 

66. Ail money owing by the municipality was not paid within 30 days of receiving the 
relevant Invoice or statement. Payments of R5 595 110 were not paid within the 
prescribed time frame as is required by section 65(2)(e) of the MFMA. 

67. Contrary to the requirements of section 32(2)(a) of the MFMA, proof could not be 
obtained that the municipality had taken any steps to recover unauthorised 
expenditure of R58 801 1 54 as disclosed in note 24.1 to the financial statements. 

68. Proof could not be obtained that the accounting officer had submitted the overeight 
report to the provincial legislature within seven days after the municipal council 
adopted thls report, as requlred by section 132(2) of the MFMA. 

69. Proof could not be obtained that the municipality's service delivery and budget 
implementation plan had been approved by the execut)ve mayor wlthin 28 days afler 
the approval of the budget as required by section 53(1)(c)(n) of the MFMA. 

70. Proof could not be obtained that the accounting officer had submitted a report to the 
executive mayor within 10 days after the end of each month on the state of the 
municipaiity's budget as required by section 71(1) of the MFMA. 

71 . Contraiy to the requirements of section 32(4)(a)-(c) of the MFMA, proof could not be 

obtained that the accounting officer had infonmed the e^ecutive mayor, the MEC for 
local government in the province and the Auditor-General in writing of 
any unauthorised. irregular or frultless and wasteful expenditure incurred fav the 
municipality ^ 

Local Government: Wlunicipal Structures Act, 1998 (Act No. 117 of 1998) 

72. Contrary to the requirements of section 14(2)(b)(iii) of this act, three bank accounts 
were identified that have not been registered in the name of the Matjhabeng Local 
Municipallty. Furthermore, properties to the value of R36 317 100 were identifled 
which were also not registered in the name of the Matjhabeng Local Municipality. 

Local Government: Municipal Systems Act, 2000 (Act No. 32 of 2000) 

73. Proof could not be obtained that the debt collection policy of the municipality 
complied with all the requirements set out in section 97 of this act. Furthermore the 
municipality did not adopt by-Iaws In terms of section 98 to give effect to' the 
municipality’s credit control and debt collectlon policy. 

74. Contrary to section 75 of this act, proof could not be obtained that the municipal 
cDuncil adopted by-iaws to give effect to the implementation and enforcement of its 
tanff policy. 


12 



Wlatters of governance 

75. The MFMA tasks the accounting ofFicer wlth a number of responslbilities concerning 
finandal and risk management and intemal control. Fundamental to achieving this Is 
the implementation of certain key govemance responsibllities, which I have 
assessed as follows: 





Audit committee 



• The municipality had an audit committee in operatian throughout the 
financial vear. 

X 


• The audit committee operates In accordance wllh approved, written 
terms of reference. 


X 

• The audit committee substantiaily fulfilled ils responslblilties for the year, 
as set out In sectlon 166(2) of the MFMA 


X 

Internai audit 



• The munlclpallty had an Intemal audit function In operation throughout 
the financial vear. 

X 


• The intemal audlt functlon operates In lerms of an approved Internai 
audlt plan. 


X 

• The intemal audlt function substantially fulfilled its responsibilitles for the 
vear, as setout In section 166(2) of the MFMA 


X 

Other matters of govemance 



The annual financial statements were submitted for audlt as per the 
leqislated deadlines (sectlon 126 of the MFMA). 

wm 


The financial slatements submitted for audlt were not subject to any material 
amendments resuldnq from the audiL 


X 

No significant difficullles were experienc8d during the audit concernlng 
delays or the unavailability of expected information and/or the unavaliabiilty 
of senlor manaqement. 


X 

Ths prior yearis extemal audlt recommendatlons have been substantially 
implemented. 


mm 

Implementation of Standards of Generally Recognised Accounting 
PracticB (GRAP) 



• The municipality submitted an implementation plan, detailing progress 
towards full compllance with GRAP, to Uie Nabonal Treasury and the 
relevant provlncial Ireasury before 30 October2007. 

m 


• The munlclpality substantially complied with the Implementation plan it 
submitted to the National Treasury and the relevant provlnclal treasury 
before 30 October 2007, detailing its progress lowards full compllance 
with GRAP. 


X 

• The municipality submitted an implementation plan, detailing further 
progress towards full compliance wlth GRAP, to the National Treasury 
and the relevant provinclal treasury before 31 March 2008. 

X 



Unaudited supplementary schedules 

76. The supplementary Information included in appendlces A to B set out on pages X to X 
does not form part of the finandal statements and is presented as addltional information. 
1 have not audlted these schedules and accordingly I do not express an oplnion thereon. 
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OTHER REPORTING RESPONSIBILiTIES 


REPORT ON PERFORWIANCE INFORIUIATION 

77. 1 have reviewed the performance information as set out on pages xx to xx. 

Responsibility of the accounting officer for the performance information 

78. !n terms of section 121(3)(c) of the MFMA, the annual report of a municipality must 
include the annual perfoimance report of the municipalrty prepared by the 
municipality in terms of section 46 of the Local Govemment; Munlcipal Systems Act, 
2000 (Act No. 32 of 2000) (Systems Act). 

Responsibiiity of the Auditor-General 

79. 1 conducted my engagement in accordance with section 13 of the PAA read with 
General Noiice 616 of 2008, issued in Govemment Gazette No. 31057 of 15 May 
2008 and section 45 of the Systems Act 

80. !n terms of the foregoing my engagement included performing procedures of an 
audit nature to obtain sufficlent approprlate evjdence about the performance 
information and related systems, processes and procedures. The procedures 
selected depend on the auditor’s judgement 

81 . 1 believe that the evidence I have obtained is suffident and appropriate to provide a 
basisforthe auditfindings reported below. 

Audit findings (performance information) 

Non-compliance with regulatory requirements 

82. Proof could not be obtained that a copy of the munidpality’s integrated development 
plan was submitted to the IViEC for iocal govemment within the prescribed time 
frame as required by section 32 of the Systems Act. 

83. Contrary to the requirements of section 53(3) of the MFMA, proof could not be 
obtained that the revenue and expenditure projedions for each month as weli as the 
service deiivery targets and performance indicators for each quarter were made 
public within the prescribed tlme frame. 

84. Contrary to the requirements of section 43(2) and 41(1) of the Systems Act, the 
municipality did not report on the general key performance indicators. 

85. The municipality’s intemal audit did not audit the results of the municipality’s 
performance measurements as requlred by section 45(a) of the Systems Act. 


Lack of sufficlent approprlate audit evidence 

86. 1 was unabie to obtain sufficient appropriate audit evidence in relation to the 
performance information of the Matjhabeng Local Munldpality, as the system used 
fcr generating information on the actual achievement was not adequate for 
purposes of the evaluation. 
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APPRECIATION 

87. The assistance rendered by the staff of the iWatjhabeng Local Municipality durinq the 
audit is sincerely appreclated. 



Pretoria 

5 December 2008 



AUDITOR-GENERAL 
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